According to Heath and Tversky (1991) , people are more willing to bet on their own judgments in areas where they consider themselves more knowledgeable or competent. We analyze the competence effect in the context of individuals' choices in their own pension accounts. We find that individuals with a high own perceived competence regarding the new Swedish pension system are more likely to actively choose mutual funds in their own accounts, whereas individuals with a low perceived competence are less likely to make an active choice. We also find a significantly positive relationship between an individual's information processing and perceived competence, consistent with the notion that competence is enhanced by information processing, and diminished by calling to attention information that is not available to the individual. 
Introduction
In financial markets, investors make decisions based on their subjective probabilities. Heath and Tversky (1991) put forward the competence effect as the hypothesis that people's willingness to act on their own judgments within a certain area will depend on their subjective competence, i.e. whether they feel skillful or knowledgeable within that area. 2 In the financial markets' context, individual investors' perceived competence in understanding financial information and recognizing investment opportunities would affect their willingness to make active investment decisions, rather than settling for inactive, default options, or indeed no investments at all.
We directly investigate the link between individual investors' perceived competence and their decisions to make active investment choices within the new Swedish retirement scheme based on private accounts. Using data from a phone survey of 1,083 retirement savers between the ages 20 and 62 (selected to be representative of the entire Swedish population), we directly measure investors' perceived competence using their survey responses. 3 Following Heath and Tversky (1991) , we hypothesize that individuals who feel more competent are more likely to make an active investment choice than individuals who feel less competent. The hypothesis is founded on the notion that individuals who think they are more knowledgeable about the new premium pension system would also be more willing to act on their own judgments in this setting. Our empirical results support the hypothesis, and are consistent with that individuals with a high perceived competence regarding the new pension system are more likely to actively choose mutual funds in their own accounts, whereas individuals with a low perceived competence are less likely to make an active choice.
This study contributes to the literature on active participation in individual pension schemes, by considering individuals' own perceived competence as a determinant of investment activity for the first time. 4 Moreover, previous studies are only able to distinguish between individuals who choose mutual funds for their own accounts, and those who end up in the default alternative (see e.g. Choi et al., 2002; 2004a; 2004b; 2005a; 2005b; Engström and Westerberg, 2003; Huberman et al., 2007; Madrian and Shea, 2001a) . Using survey responses, we separate the default group of individuals into those who make an active choice of the default alternative, and those who simply ignore the process. This separation is of significant importance, as our results show that the higher an individual's perceived competence, the higher is the likelihood of actively choosing the default alternative rather than being passively allocated therein, and the higher is the likelihood of actively choosing own mutual funds rather than actively choosing the default.
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When analyzing whether individuals' perceived competence affect their activity choices within their pension accounts, we carefully consider alternative explanations. Huberman (2001) claims that familiarity breeds investment. Accordingly, we control for individuals' general investment experience (common stock and mutual fund holdings), their private pension savings (insurance schemes and individual savings), and whether they have experienced a similar investment choice within a private pension fund. The results support the notion that in addition to the competence 4 In a related study, Graham et al. (2005) argue that the competence effect is responsible for individuals' home bias and their tendencies to trade too much. Using survey data on separate groups of individuals, Graham et al. (2005) first measure individuals' perceived competence regarding investment products, alternatives and opportunities, and relate the competence measure to individual characteristics. Then, in a second step, they indirectly estimate the effects of predicted competence on home bias and trading frequency for another group of individuals. Their results indicate that male investors, and investors with larger portfolios or higher education, are more likely to perceive themselves as competent than are female investors, and investors with smaller portfolios and lower education. They also find that investors with a high predicted competence level trade more frequently, and are less likely to be home biased, than investors with a low predicted competence level. 5 Previous studies define non-participation in a defined contribution plan as a completely passive decision. However, an individual might regard the default alternative as the preferred choice, and thus make an active decision to allocate funds accordingly. With our fine separation of individuals into three groups; active choice of own funds, active choice of the default fund, and choice of passive allocation, we perform a more detailed analysis of individuals' pension plan participation than previous studies. Hence, we refine individuals' passive decision-making, and can thus be more precise in the analysis of who follow the "path of least resistance", as in Choi et al. (2005a) , or who suffer from the "status quo bias", according to Samuelson and Zeckhauser (1988) , and why.
effect, familiarity influences individuals' activity choices. Individuals with previous investment experience and/or private pension holdings, and who previously have made similar activity choices within private pension schemes, have a significantly higher likelihood of making an active choice of mutual funds rather than ending up in the default alternative. However, experiencerelated variables are not important for the likelihood of an active choice of the default relative a corresponding passive choice.
Upon initiation of the new Swedish pension scheme, individuals must choose how to allocate a fraction of their annual income among no more than five mutual funds out of 464 possibilities. To guide individuals through the process of choosing mutual funds, they all received a booklet containing a standardized description of all the available funds. In addition, the booklet also contained some basic instructions of educational nature on how to proceed with an active choice of mutual funds. The instructions included strong encouragement to make an active choice (see Cronqvist and Thaler, 2004) . Hence, we control for individuals' survey responses as to whether they have used the information in the booklet, in association with their choices. Our results suggest that usage of the booklet is important, and increases the likelihood for an active choice of own mutual funds, without eliminating the competence effect. 6 Hence, the booklet appears to be a powerful educational mechanism for encouraging active pension plan participation, unlike e.g. educational seminar attendance, which is found to barely affect plan participation by Madrian and Shea (1991b) and Choi et al. (2005a) .
We also extend previous research by explicitly studying the relation between information processing and individuals' perceived competence. Heath and Tversky (1991) assume that 6 Karlsson et al. (2006) show evidence consistent with individuals choosing mutual funds according to their representation in the booklet. However, the authors have no data on whether individuals actually use the booklet information in association with their investment choices. Moreover, they only consider individuals making an active choice of own mutual funds in their retirement accounts, disregarding the default individuals altogether. Consistent with the assumption in Heath and Tversky (1991) , the results show a significantly positive relationship between individuals' information processing and perceived competence, i.e.
the more carefully people read the information booklet, the more competent they feel regarding the new premium pension system. In line with the results from Graham et al. (2005) , we also find that highly educated men, in the highest income brackets, are more likely to believe they are competent than women with less education and lower income.
The rest of the study is organized into four sections. In section 2 we discuss our measures of investor competence, information processing and information usage. We also review the related literature and motivate our hypotheses regarding investor competence and investment activity in detail. Moreover, we briefly present the Swedish pension system, with emphasis on individuals' choices in their own accounts. Section 3 presents the data and some descriptive statistics, whereas section 4 contains an analysis of the empirical results. Finally, the study ends in section 5 with some concluding remarks.
7 Graham et al. (2005) also express a concern that self-perceived competence might be correlated with the amount of individuals' information. However, their data do not allow an analysis of the relationship between competence and information processing.
Theory and hypotheses

Institutional details
The new Swedish pension system was introduced in 2000 and consists of three parts. The first part is the income pension, which is based on 16 percent of the annual income and is used to finance current retirees. The amount paid in also serves as a base in calculating future pension payments.
The second part, the premium pension, is based on 2.5 percent of the annual income. In the first round in 2000, 2.5 percent of the previous four years of income was invested. This amount was allocated at each individual's discretion.
Each individual was presented with an investment opportunity set of 464 funds and invited to choose between 1 and 5 funds. 8 If no active choice was made, the allotted money was invested in the default alternative, the Seventh Swedish Pension Fund, which is an equity fund run by the government. The accrued amount from the premium pension part will be paid out on a monthly basis to the individual during retirement. The third part of the system is a guaranteed pension level designed to ensure that no retiree will be completely without pension payments at the time of retirement, regardless of the previous income. In total, 18.5 percent of each individual's annual income is invested to finance the system. However, people earning more than 7.5 income base amounts per year will only be accredited an upper limit of 7.5 income base amounts, although they will still pay 18.5 percent of their income to the system.
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All participating individuals were provided with a booklet containing information on risk, historical returns, fees, and a few words briefly describing each of the 464 mutual funds. 10 In 8 The Swedish pension system is described in further detail in Sundén (2006) . 9 For the year 2000, one income base amount equals SEK 38,800. 10 The brochure contains fund-specific information on percentage return for the last five years, which equals the compounded annual growth rate of return for the years 1995 through 1999. The information on risk corresponds to an addition, the booklet also contains some basic instructions of educational nature on how to proceed with an active choice of mutual funds. The instructions included strong encouragement to make an active choice (see Cronqvist and Thaler, 2004 allocation to a default alternative. Moreover, using data from one US firm only, Choi et al. (2005a) find that financial education in the form of attending educational seminars appear not to be a powerful mechanism for encouraging participation in a 401(k) plan. Madrian and Shea (2001b) use the same data and reach similar conclusions, though their final assessment is that financial education increases plan participation, but with a small estimated magnitude.
All previous studies of participation in defined contribution plans in general, and 401(k) plans in particular, define non-participation in a plan as a completely passive decision. However, an individual might very well consider the default alternative as the preferred choice, and thus make an active decision to allocate funds accordingly. Using survey responses we differentiate between individuals who make an active choice of the default fund and those who are passively assigned to the default. With the fine separation of individuals into three groups; active choice of own funds, active choice of the default fund, and choice of passive allocation, we perform a more detailed analysis of individuals' pension plan participation than previous studies. Hence, we refine individuals' passive decision-making relative Choi et al. (2005a) , and can thus be more precise in the analysis of who follow the "path of least resistance", or to use the phrasing from Samuelson and Zeckhauser (1988); suffer from the "status quo bias", and why.
In addition, using survey responses we relate individuals' participation decisions to their perceived knowledge of the pension system. The notion of perceived knowledge is similar to individuals' perceived competence as defined in Heath and Tversky (1991) . Thus, for the first time, we analyze the importance of the competence effect for individuals' investment activity decisions and pension plan participation. Our hypothesis is that individuals' perceived competence is positively related to their participation activity levels. Hence, we expect individuals with a high perceived competence to be more likely to make an active choice of own mutual funds, rather than either actively choosing the default or making a passive choice in the pension system, than individuals with a low perceived competence. Likewise, we hypothesize that a high competence level would increase the likelihood of an individual to make an active default choice rather than a passive one. Following Heath and Tversky (1991) , the hypothesis is founded on the notion that people who think they are more knowledgeable about the new premium pension system would also be more willing to act on their own judgments in this setting.
Before deciding on the choice of actively selecting mutual funds, the default fund, or refraining from an active selection, each individual had the opportunity to study the information booklet provided by PPM to guide individuals through the process of choosing mutual funds. The booklet can be seen as financial education with a direct relevance for the choice at hand. Cronqvist and Thaler (2004) conclude that the information in the booklet was clearly encouraging individuals to make an active choice. This suggests that the booklet could be a powerful mechanism for encouraging an active participation in the pension plan; more powerful than e.g. the educational seminars analyzed by Choi et al. (2005a) and Madrian and Shea (2001b) . Hence, we hypothesize that individuals who use the booklet in association with their choice have a higher likelihood of making an active choice of either own funds or the default fund, rather than a passive choice, than individuals who do not use the booklet.
Huberman (2001) puts forward the idea that familiarity breeds investment in general. Moreover, Huberman et al. (2007) expect to find a positive relationship between coverage of a defined benefit plan and individuals' active participation in a defined contribution plan. Likewise, we expect individuals' previous investment experience to influence the likelihood of making an active choice in the pension plan, i.e. more experienced individuals would have a higher likelihood of making an active choice. Hence, we relate individuals' activity choice to their previous investment experience in mutual funds, common stocks, private pension savings (insurance schemes and individual savings), and whether they have made a similar investment choice within a private pension fund.
Perceived competence and information processing
The introduction of the new Swedish pension system provides a unique opportunity to investigate the competence hypothesis in relation to information processing. Heath and Tversky (1991) assume that individuals' perceived competence is enhanced by information, and reduced by calling to attention to relevant information that is not available to them, but to others. We explicitly study the relation between information processing and individuals' perceived competence of the new Swedish pension system, measuring individuals' degree of information processing by their survey responses to how carefully they have read the information in the booklet. The situation at hand is similar to the one postulated by Heath and Tversky (1991) since all individuals have access to the booklet. Thus, all individuals can obtain the information by reading the booklet, and they also know that other individuals can do the same.
We model individuals' perceived competence as a function of the degree of information processing, and a set of individual characteristics; gender, education level, and income level.
Hence, we hypothesize a positive correlation between information processing and perceived competence, i.e. the more carefully an individual reads the information in the booklet, the higher the individual's perceived competence regarding the new pension system would be.
In a related study, Graham et al. (2005) use the concept of individuals' perceived competence with respect to investment products, alternatives and opportunities and introduce the idea that the competence effect can (at least partly) account for the two well-known biases home bias and excessive trading. Although they are not able to measure perceived competence, home bias, and trading activity for the same individuals, and hence have to use a rather crude estimate of perceived competence, they find evidence supporting the notion that the competence effect is responsible for some of both biases. Graham et al. (2005) also model individuals' perceived competence as a function of their gender, education level, income level, and the corresponding investment portfolio size. They find that highly educated male individuals, with a high income and a large investment portfolio, are more likely to believe they are competent than female individuals with less education, lower income, and a relatively small portfolio. At the same time, Graham et al. (2005) express a concern that self-perceived competence might be correlated with the amount of individuals' information, and thus indirectly motivate this study.
Data and descriptive statistics
We use data from a phone survey of 1,083 randomly selected individuals between 20 and 62 years survey data represent a sample of a nation's entire work force, where all individuals make an investment choice at the same time, with a well-defined investment set, and where everyone are provided with the same information booklet regarding the available mutual funds. In addition, the booklet contains some investment advice on how to choose among the mutual funds. Hence, the set up is rather close to a laboratory experiment in terms of choice under uncertainty. Table 1 contains a list of the survey questions that are of particular importance for this study. The four questions are listed in the order they are asked in the phone survey. We measure individuals' information processing by their answers to the survey question "How carefully have you read the information in the booklet?" 13 Moreover, our measure of individuals' perceived competence relates to their corresponding answer to "How do you think your knowledge about the new pension system is?" The third survey question listed in Table 1 concerns individuals' sources of information in association with their activity choice, where we for this study only record whether each individual has used the PPM booklet or not. Finally, we record individuals' investment activity within the premium pension system as their answer to "Which position have you taken with respect to your own premium pension?" Table 2 focuses on individuals' perceived competence regarding the new pension system, and the individual characteristics hypothesized to influence the competence level. The table reports the proportion of individuals in each response category, corresponding to the level of knowledge, ranging from 1 (very low) to 5 (very high). Among all 1,009 individuals in the sample, 14 (24) percent believe they have very low (rather low) competence level, 27 percent think their competence level is neither low or high, whereas 32 (4) percent report a rather high (very high)
competence level. For all individuals, the average self-reported competence level is 2.88.
The proportion figures in Table 2 clearly indicate a positive correlation between individuals' perceived competence and information processing, i.e. how carefully they have read the information in the booklet. Among individuals with a very low (rather low) perceived competence, a 58-percent (57-percent) majority have none (not particularly careful) information processing.
Moreover, those who consider their competence as neither low or high, have in most cases read the information in the booklet not particularly careful or rather carefully, while a majority of people with a rather high (very high) perceived competence, tend to process the information rather carefully (very carefully).
Although not yet considering the simultaneous impacts of all determinants of individual perceived competence, including the individual characteristics, these figures lend support to the hypothesis in Heath and Tversky (1991) that self-perceived competence and level of information indeed are positively correlated.
The results in Table 2 also indicate a positive correlation between individuals' perceived competence and education. The proportion of people with less (more) than high school education is decreasing (increasing), from 29 to 15 percent (23 to 43 percent), as the level of self-perceived competence is increasing, from very low to very high, whereas the proportion of high-school educated individuals is almost the same (just above 40 percent) in all competence categories.
Similarly, the proportion figures indicate a positive correlation between competence and income, where people in the two lower income brackets more often are represented in the lower perceived competence categories, whereas the top earners appear relatively more likely to perceive themselves as more competent. Also, on average, men appear to have a higher perceived knowledge of the new pension system than women, as women are over-represented in the three lowest competence-categories, while men are in majority in the two highest categories, with a rather high or very high level of competence. Consequently, people with no previous private savings are to a lesser degree found in the active categories than in the passive. Table 3 we can see some evidence of a higher proportion of people familiar with a private pension choice among those who actively chose own funds within the PPM pension plan, than among those who for any reason, actively or passively, ended up in the default alternative.
Finally, Table 3 relates individuals' activity choices to their age, gender, income and education.
These individual characteristics are used as control variables in the following multivariable analysis. The descriptive statistics show some evidence of a positive correlation between age and active plan participation. To some extent, individuals younger than 40 years are on average overrepresented in the passive choice category, whereas people above 40 years of age (except the small group of people above 60) seem to be slightly over-represented in the two active choice categories.
For the remaining control variables, men seem to be somewhat more inclined to make active choices than women. Also, a positive relationship can be detected between activity choice and income, where people with higher salaries on average tend to make active choices to a higher extent than people with lower salaries. However, the descriptive statistics show no evidence of a relation between individuals' activity choice and education level.
Empirical results
Individuals' perceived competence and information processing
We model individuals' perceived competence regarding the new pension system as a function of the degree of information processing (i.e. how carefully the information booklet is read), and a set of individual characteristics as control variables; gender, education level, and income level.
Following Graham et al. (2005) , we use an ordered logit regression setup to estimate the model, capturing the ordering of individuals' perceived competence level in the range 1 -5. We also use a simpler ordinary least squares (OLS) regression framework, which treats the competence measure as a continuous dependent variable. In fact, since the two estimation techniques produce almost identical results, we choose to discuss the ones from the simpler OLS estimations only.
All explanatory variables are dummy variables, reflecting the categories as described in Table 2 , except for the information processing proxy READ, which is included as a numerical score, in the range 1 -4, as reported in Table 1 . 16 The model including all explanatory variables is labeled (1), and the estimated coefficients are presented in Table 4 . The OLS estimation of model (1) results in an R-squared measure equal to 0.3284. According to expectations, the results from model (1) indicate a significantly positive relationship between perceived competence and information processing (variable READ), even after taking individuals' gender, education level, and income level into account. In order to carefully interpret the economic impact of the significant relationship between perceived competence and information processing, we define a "typical"
individual as a woman (MALE = 0), with high school education (EDU_1 = EDU_3 = 0), with an annual income between SEK 175,000 and 250,000 (INDINC_1 = INDINC_3 = 0), and who has read the information in the booklet "not particularly carefully" (READ = 2). According to the OLS estimation results of model (1), this "typical" female individual has a predicted level of perceived competence equal to 2.40. If she would, ceteris paribus, increase her information processing from "not particularly carefully" (READ = 2) to "rather carefully" (READ = 3), model (1) predicts an increase in her perceived competence with the estimated OLS regression coefficient 0.60, from 2.40 to 3.00.
As shown in Table 4 , the results from model (1) indicate that individuals' perceived competence significantly increases in education. Comparing our "typical" high school educated individual with an otherwise similar individual with less (more) than high school education, we observe an estimated decrease (increase) in competence with 0.25 (0.26), from 2.40 to 2.15 (2.66).
Competence is also significantly higher for individuals in the highest income brackets than for individuals in the two lower brackets. Hence, if income for the "typical" individual were to increase above the SEK 250,000 level, the estimated increase in perceived competence equals 0.77, from 2.40 to 3.17. In addition, the results in Table 4 show that men are significantly more likely to perceive themselves as competent relative women. Using predictions from model (1), we conclude that the gender difference accounts for an increase of 0.31 in the "typical" perceived competence level from 2.40 (female) to 2.71 (male). (1) does not dramatically alter the magnitudes and significance levels of the coefficients of the other explanatory variables relative model (2). Thus, we find no evidence to suggest that the variable READ should be highly related to the variables reflecting individual characteristics gender, education or income. In other words, the regression according to model (1) appears not to suffer from multicolinearity. In Table B1 , we confirm the notion that perceived competence is highly correlated with information processing, whereas the information processing variable in turn is showing only moderate, and mostly not significantly larger than zero, pair-wise correlation coefficients with the other explanatory variables in model (1).
Evidently, there is a strong positive correlation between information processing and perceived competence, i.e. the more carefully an individual reads the information in the booklet, the higher the individual's perceived competence regarding the new pension system is. Hence, the results of this study support the idea in Heath and Tversky (1991) , and suggest the importance of including information processing as an explanatory variable for individuals' perceived competence.
Individuals' investment activity, information usage and perceived competence
Next, we model individuals' investment activity choice in the premium pension plan as a function of perceived competence of the new pension system, information usage (of the PPM booklet), previous experience with investments in general, previous experience with private pension savings, and individual characteristics age, gender, education and income. We use a multinomial logit regression model distinguishing between the three choices available; "active choice of own funds", active choice of default", and "passive allocation to default", with the second choice as the base case. Thus, the multinomial logit model estimates the likelihood of making an active choice of own funds, and the likelihood of passively ending up in the default alternative, rather than actively choosing the default. Our preferred model is labeled (1), and is presented in Table 5a . The model estimation results in a pseudo R-squared, according to Estrella (1998) , equal to 0.1729. The multinomial logit regression results suggest that the effect of perceived competence is positive and highly significant, indicating that the level of activity increases with individual competence.
Alongside with estimated coefficients, and associated p-values,
The coefficient for competence is significantly positive in the equation for active choice of own funds, whereas the corresponding coefficient in the equation for passive allocation to the default is significantly negative at the one percent significance level. Hence, we find support for our hypothesis that individuals with a high perceived competence are more likely to make an active choice of own funds, and less likely to be passive, relative making an active choice of the default, than individuals with a low perceived competence. For our benchmark or "typical" individual, a ceteris paribus increase in perceived competence from 2 (rather low) to 3 (neither low or high) increases the individual's likelihood of actively choosing own funds with 0.0888, from the benchmark level 0.3676 to 0.4564, and decreases the corresponding likelihood of making a passive allocation to the default with 0.0706, from 0.1920 to 0.1214, whereas the probability of making an active choice of the default is virtually unaffected. Hence, perceived competence is an important factor determining individuals' participation activity in the pension plan. Moreover, relating to Choi et al. (2005a) , a lack of perceived competence appears to be an important reason for why individuals choose to follow the "path of least resistance" with an entirely passive decision.
Individual usage of the PPM information booklet is important for the activity choice. Individuals who use the booklet in association with their choices have a significantly higher likelihood of actively choosing own mutual funds, rather than actively choosing the default. However, information usage is not a significant determinant of the likelihood of making a passive allocation to the default rather than an active one. For the benchmark individual, considering a ceteris paribus change from not using to using the information in the booklet, the likelihood of actively choosing own funds increases with 0.2723, from 0.3676 to 0.6399, at the expense of the likelihood of making an active choice and a passive allocation to the default. This result is consistent with the conclusion in Cronqvist and Thaler (2004) and suggests that the information booklet is a powerful mechanism for successfully encouraging an active participation in the pension plan. Table 5a These results suggest that individuals' investment activity within the pension plan is positively related to their previous experience with both financial assets in general, and private pension investments and associated choices in particular. Using an expression from Huberman (2001), "familiarity breeds investment activity" in individuals' pension accounts, without crowding out the competence effect.
Among the individual characteristics that are used as control variables in the multinomial logit regression model, only individuals' age is associated with significant coefficients. In Table 5a , the likelihood of making an active choice of own funds (passive allocation to the default) is significantly negatively related to age at the one (ten) percent significance level. The other individual characteristics gender, education, and income are not included in the multinomial logit specification according to model (1), since they are found to be significant determinants of individuals' perceived competence according to the results in Table 4 . Instead, we estimate an alternative specification of the multinomial logit model, labeled model (2), where we omit the competence variable, and include gender, education, and income instead. The results from model (2) are presented in Table 5b , and lend us to conclude that the latter individual characteristics are not significant determinants of the activity choices. Moreover, the other explanatory variables, common for models (1) and (2), show similar coefficient estimates and significance levels as in model (1). Hence, the perceived competence variable is an important determinant of the investment activity choice, and adds a significant explanatory dimension that cannot be captured by simple individual characteristics.
Concluding remarks
The competence effect hypothesizes that people's willingness to act on their own judgments within a certain area depends on their subjective perceived competence, i.e. to what degree they feel skillful or knowledgeable within the area in question. Using survey responses, we directly measure individuals' perceived competence about the new Swedish pension system, which is based on individual private accounts, and investigate the link between perceived competence and individuals' decisions to make active investment choices within the new Swedish retirement scheme. In accordance with the competence effect, we hypothesize that people who feel more knowledgeable about the new pension system will be more willing to act on their judgments in this setting, and are thus more likely to make an active investment choice in their individual pension accounts. In our empirical analysis, we find evidence consistent with that individuals with a high perceived competence are more likely to actively choose mutual funds in their own accounts, whereas individuals with a low perceived competence are less likely to make an active choice. This is the first study to relate perceived competence to investment activity in individual pension schemes. Our finding of a positive relation between perceived competence and investment activity is robust to alternative explanations of active participation in individual pension schemes suggested in the literature. We control for individuals' experience or familiarity with common stock and mutual fund holdings, private pension savings and insurance schemes, as well as previous exposure to a similar activity choice within a private pension fund. Moreover, we control for individuals' usage of information contained in a booklet, provided by the pension authorities in order to guide individuals through the process of making an active choice. The booklet also contained basic instructions of educational nature with a strong encouragement to make an active choice. Finally, we control for individual characteristics as gender, age, wealth and income. The results support the notion that familiarity, previous investment experience, information usage, and age increase individuals' likelihood of making an active choice in their pension accounts, without eroding the competence effect.
For the first time in the literature, we also study the relation between individuals' information processing and perceived competence, where we measure information processing by how carefully individuals have read the information in the booklet. Controlling for a set of individual characteristics, suggested by previous evidence, our results show a positive relation between information processing and perceived competence. The more carefully people read the information booklet, the more competent they feel about the new pension system. Moreover, highly educated men with high salaries are more likely to perceive themselves as competent relative women with less education and lower salaries. individuals who answered all of the interview questions of the phone survey. The answer "no", or indeed a hesitation, could reflect either that they did not receive the choice-package, and are correctly discarded from this study, or that they are reluctant to take part in the interview, with a possible selection bias problem for this study.
The average (median) age among the 1,009 individuals for who the interview was completed is 42.2 (42), whereas the 74 no-answering or hesitant individuals' average (median) age is only 30.2 (25). The fact that the average, and in particular median, age is lower among the no-answering or hesitant individuals is consistent with that young 25-year-old individuals are more likely not to be eligible for premium pension payments, and are thus more likely not to have received the choice package. In addition, the 92.2 percent "response rate" among the actual interview subjects
indicates that a selection bias probably is a minor issue. Investor competence is measured as the response to the survey question: "How do you think your knowledge about the new premium pension system is?" Responses range from 1 ("very low") to 5 ("very high"). Explanatory variables are: MALE (dummy variable equal to 1 if the individual is male), EDU_1 (dummy variable equal to 1 if the education level of the individual is below high school), EDU_3 (dummy variable equal to 1 if the education level is above high school), INDINC_1 (dummy variable equal to 1 if the individual's annual income is less than 175,000), INDINC_3 (dummy variable equal to 1 if the individual's annual income is more than 250,000), and READ (the response to the survey question: "How carefully have you read the information in the brochure?", with responses ranging from 1, "have not read it at all", to 4, "very carefully"). CONSTANT corresponds to the constant term in the OLS estimations, whereas CONSTANT 2 -5 are the threshold parameters in the ordered logit estimations. Each ordered logit model uses the Huber-White quasi-maximum likelihood standard errors, whereas the standard errors in each ordinary least squares (OLS) model are corrected for heteroskedasticity in the residuals according to White (1980) . The estimated coefficients are presented for each explanatory variable, with p-values in parentheses. R-squared for each ordered logit model corresponds to the measure of fit from Estrella (1998). Explanatory variables in the multinomial logit model estimation are: COMP (measured as the response to the survey question: "How do you think your knowledge about the new premium pension system is?", responses range from 1, "very low", to 5, "very high"), USAGE (dummy variable equal to 1 if the response to the survey question: "Which sources of information have you used in association with the premium pension investment choice?", indicates usage of the booklet, EXP_1, EXP_2, EXP_3 (dummy variables, each equal to 1 if the individual has previous experience with mutual funds, common stocks, or both mutual funds and common stocks respectively), PENSAVE_1, PENSAVE_2, PENSAVE_3 (dummy variables, each equal to 1 if the individual has previous experience with private pension insurance schemes, individual pension savings, or both insurance schemes and individual savings respectively), PENCHOICE (dummy variable equal to 1 if the individual has previous experience with a similar activity choice within a private pension fund), AGE (individual age in years). The model is estimated with the heteroskedasticityconsistent covariance matrix according to White (1980) . The estimated coefficients are presented for each explanatory variable, with p-values in parentheses. Typical effects correspond to ceteris paribus changes in each explanatory variable, for a benchmark individual with average age (42.20 years), competence level of 2, and with zeros on all dummy variables. Benchmark probabilities are displayed in the constant row, whereas each row for each explanatory variable displays the change in probability from the benchmark level. For each dummy variable, a change from 0 to 1 is considered, whereas competence changes from 2 to 3, and age from 42.20 to 52.20 years. Pseudo R-squared corresponds to the measure of fit from Estrella (1998). Investor competence is measured as the response to the survey question: "How do you think your knowledge about the new premium pension system is?" Responses range from 1 ("very low") to 5 ("very high"). Explanatory variables in the ordered logit model estimations are: MALE (dummy variable equal to 1 if the individual is male), EDU_1 (dummy variable equal to 1 if the education level of the individual is below high school), EDU_3 (dummy variable equal to 1 if the education level is above high school), INDINC_1 (dummy variable equal to 1 if the individual's annual income is less than 175,000), INDINC_3 (dummy variable equal to 1 if the individual's annual income is more than 250,000), and READ (the response to the survey question: "How carefully have you read the information in the brochure?", with responses ranging from 1, "have not read it at all", to 4, "very carefully"). The model is estimated with the heteroskedasticity-consistent covariance matrix according to White (1980) . The estimated coefficients are presented for each explanatory variable, with p-values in parentheses. Pseudo R-squared corresponds to the measure of fit from Estrella (1998). Table B1 contains pair-wise correlation coefficients between all variables used in the ordered logit regression of individuals' perceived competence, with p-values in parentheses. The p-values are obtained from ordinary least squares regressions of each row-wise listed variable on each column-wise listed variable. Perceived competence COMP is measured as the response to the survey question: "How do you think your knowledge about the new premium pension system is?" Responses range from 1 ("very low") to 5 ("very high"). MALE is a dummy variable equal to 1 if the individual is male, EDU_1 is a dummy variable equal to 1 if the education level of the individual is below high school, EDU_3 is a dummy variable equal to 1 if the education level is above high school, INDINC_1 is a dummy variable equal to 1 if the individual's annual income is less than 175,000, INDINC_3 is a dummy variable equal to 1 if the individual's annual income is more than 250,000, and READ is the response to the survey question: "How carefully have you read the information in the brochure?", with responses ranging from 1, "have not read it at all", to 4, "very carefully". Table B2 : Correlation matrix between the variables in the multinomial logit model (Table 5)   CHOICE  COMP  USAGE  EXP_1  EXP_2  EXP_3 PENSAVE_1PENSAVE_2PENSAVE_3 PENCHOICE AGE   CHOICE  1, Table B2 contains pair-wise correlation coefficients between all variables used in the multinomial logit regression of individuals' pension plan choice, with p-values in parentheses. The p-values are obtained from ordinary least squares regressions of each row-wise listed variable on each column-wise listed variable. CHOICE refers to individuals' activity choices; "Active choice of own funds", Active choice of default", and "Passive allocation to default". Perceived competence COMP is measured as the response to the survey question: "How do you think your knowledge about the new premium pension system is?" Responses range from 1 ("very low") to 5 ("very high"). USAGE is measured as the response to the survey question: "Which sources of information have you used in association with the premium pension investment choice?", where only the usage of the booklet is registered. EXP_1, EXP_2, and EXP_3 are dummy variables, each equal to 1 if the individual has previous experience with mutual funds, common stocks, or both mutual funds and common stocks respectively. PENSAVE_1, PENSAVE_2, and PENSAVE_3 are dummy variables, each equal to 1 if the individual has previous experience with private pension insurance schemes, individual pension savings, or both insurance schemes and individual savings respectively. PENCHOICE is a dummy variable equal to 1 if the individual has previous experience with a similar activity choice within a private pension fund. AGE is individual age in years.
